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KEY ECONOMIC INDICATORS 
In Millions of US$ 
Exchange Rate: US$1.00 = @126 1979 1980 ~Change 1981 1/ %Change 
INCOME, PRODUCTION, EMPLOYMENT 


GNP at Current Prices 3,417 4,530 
GNP at Constant 1977 Prices 2,568 2,825 
Per Capita GNP, Current Prices $ 1,149 1,480 
Investment % GNP 24. 24. 
Personal Income 2,563 3,398 
Indices: (1977=100) 
Industrial Production 118. 129. 
Agricultural Production 113. 123. 
Construction Wk. 216. 
Avg. Industrial Wage 136. 169. 
Labor Force (thousand) 
Avg. Unemployment Rate (%) , > 


MONEY AND PRICES 
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Money Supply 
Interest Rates (Commercial Banks) 
Indices: (1977=100) 

Wholesale Prices 

Cost of Living 


Balance of Payments and Trade 


Gold & Foreign Exch. Reserves 612. 
External Public Debt - TR: 
Annual Debt Service 28. 
Balance of Payments 166. 
Balance of Trade 122. 
Exports, FOB 305. 

U.S. Share (%) 5. 
Imports, FOB 437. 

U.S. Share (%) 11. 
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Main imports from U.S,; 1980; Machinery and Motors, 2,653 m.t. and $15.1 
million; Cigarettes, 1,662 m.t. and $12.7 
million; Vehicles and Transportation Equipment, 
852 m.t. and $5.6 million; Textiles, 1,912 m.t. 
and $3.4 million; Chemical and Pharmaceutical 
Products, 1,658 m.t. and $2.2 million. 
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SUMMARY 


Small, land-locked Paraguay has shaken off decades of stagnation and 
is currently enjoying a dynamic growth rate approached by few other 
countries. Bi-national hydroelectric projects on the Parana River 
coming on-stream in this decade will make Paraguay the largest 
exporter of electric power in the world and provide it with the basis 
for transforming and modernizing its economy. During the construction 
phase Itaipa@ (to begin power generation in 1983) has provided the spur 
for a great expansion of the economy, directly through sale of goods 
and services to the Brazilian-financed entity building the dam and 
also by increasing the construction capability of Paraguayan contractors, 
upgrading skills of engineers, absorbing surplus manual labor and 
attracting foreign financial institutions. 


A second basis of Paraguayan prosperity is the abundance of good 
arable land, much of it now devoted to grazing. Paraguay has a great 
potential for increasing food production both through more intensive 
cultivation of present crop land and expansion into untilled lands. 
This year should see record exports of agricultural products. 


The Embassy. forecasts that GNP in 1981 will record another year of 

double-digit real growth. Construction should again set the pace, 

although manufacturing and agricultural production should each have 
growth of about nine percent. Inflation should be less than 1980's 
22 percent. 


While there will be another trade deficit reported in the official 
figures, income from bi-national projects and capital inflows will 
allow Paraguay to finance the trade deficit with little difficulty 
and increase foreign exchange reserves to over $900 million. 


Current demand for imported consumer goods is virtually across the 

board. Selected capital goods are also in demand, including construction 
and land clearing equipment, agricultural processing machinery and air 
conditioning and refrigeration equipment. U.S. exports are in a 
favorable position to capitalize on the growing prosperity of Paraguay. 





The Paraguayan economy in 1980 maintained the strong performance it 
has recorded in recent years and prospects for 1981 are for continued 
good growth. Factors which provide bases for this growth remain the 
same --development of the hydroelectric potential of the Parana River 
and agriculture exports. Also important is its location between the 
two big markets of Brazil and Argentina which has enabled Paraguay to 
become a focal point for trade far in excess of what its internal 
economy would generate. While the macro-economic picture is one of 
boom, over-expansion has created liquidity problems in certain sectors 
and companies. 


GNP Continues Double-Digit Real Growth 


In 1980, Paraguay reported real growth of ten percent in its GNP, the 
fourth year in a row that growth has been at or above that level. No 
other economy in Latin America has a growth record superior to this. 
The most dynamic factor was construction, up 26 percent from the 
previous year. Residential, commercial, and government construction 
all contributed to this boom. There are some signs of overbuilding in 
residential and commercial structures, but a further growth of 25 per- 
cent is forecast for 1981. Industrial and agriculture production are 
both expected to increase about nine percent in 1981. 


Agriculture: Some Problems But Long Term Outlook Excellent 


Paraguay's most important export crops are cotton and soybeans. Other 
notable exports include lumber, cattle and meat products, edible and 
inedible oils and tobacco. The outlook for cotton, soybeans, and oils 
is excellent, while for other exports the long term outlook is somewhat 
mixed. Trees are being cut and exported with little or no consideration 
of reforestation. Rising standards of living in Paraguay and Brazil, 
combined with restrictions on canned and frozen meat in overseas 
markets and Paraguayan export taxes, have changed the structure of the 
domestic cattle market. Most are now slaughtered for local consumption 
or sold live to Brazil. No large meat packing plants have been 
operating since 1979, although a number of them could be put back into 
service if the demand and prices were favorable. 


The big success story in Paraguayan agriculture over the past decade 
has been cotton, which has gone from thirteenth to first place in 
exports from 1971 to 1980. Much of Paraguay's cotton is produced on 
small farms and there is virtually no mechanization. The first 
mechanical cotton picker was imported in 1979 and there are still less 
than 20 in the country. The labor intensive nature of cotton 
harvesting in Paraguay is creating serious problems, since, with the 
alternative employment opportunities provided by the growing construction 
and industrial sectors, the previous surplus labor in the countryside 
no longer exists. Farmers this year have had to offer about one-third 
the value of the cotton to get labor to pick it. In the short run, 
this could mean a cutback in production and in the longer term an 
increasing trend to mechanization. 





Really large scale agriculture is still in its infancy in Paraguay. 
Most of the country's arable land is given over to grazing, so the 
potential for a large increase in crop production to meet the world's 
increasing food needs makes the future of Paraguayan agriculture quite 
bright. The effort launched a few years ago to make Paraguay self 
sufficient in wheat has fallen short, partly because it was conceived 
in a haphazard way and much of the land put into wheat was not suitable 
for that crop. There are prospects that, stripped of the get-rich- 
quick aspects of the earlier crash program for wheat, the crop will 
become increasingly important to Paraguay, double-cropped with soybeans 
on larger farms. 


Besides the problems of scarcity of labor for harvesting cotton, other 
adverse factors for Paraguayan agriculture in 1981 include increased 
costs of fuel and fertilizer and relatively low prices paid to cotton 
growers. Nevertheless, sharp increases for production of cotton, 
soybeans, sugarcane, and coffee are expected. These good harvests 
should be translated into record agricultural exports in 1981. 


Continued Imbalances in Foreign Trade 


In analyzing Paraguayan trade figures one must bear in mind the large 
amount of unrecorded trade, both imports and exports, that goes on in 
this country. To illustrate this, we might note the discrepancy 
between U.S. and Paraguayan statistics on trade between the two 
countries. Our table of key economic indicators uses Paraguayan 
statistics. According to them there were exports to the U.S. of 

$16.7 million in 1980 and imports of $51.2 million. U.S. statistics 
show imports of $81 million from Paraguay and exports of $103 million, 
more than double what is reflected by Paraguayan statistics. A similar 
result is obtained if one compares Paraguayan and Brazilian statistics 
in bi-lateral trade. 


Imports have exceeded exports for the past seven years. The trade 
deficit in 1980 jumped by 57 percent from that of 1979, which in turn 
was double that of the year before. Exports hardly increased while 
imports were up 18 percent. The terms of trade were also adverse in 
1980 reflecting increased prices for imported oi]. Petroleum and 
derivatives increased in value by 48 percent in 1980 over 1979 and 
accounted for 27 percent of all imports. In the first quarter of this 
year, there was a trade deficit of over $100 million. For the full 
year the Embassy is estimating an increase of about ten percent in 
both exports and imports. As mentioned above, agricultural exports 
should be at record levels. 


Balance of Payments Kept in Black by Itaip@ and Foreign Capital Inflow 


Reflecting the persistent imbalance in trade, the current account 
deficit showed another increase in 1980, reaching $445 million compared 
to $354 million the previous year. Both goods and services have been 
in deficit since 1976. Offsetting unfavorable trade accounts are 





income from ItaipG and Yacyreta and loans and investments from abroad. 
The two hydroelectric projects contributed over $400 million to the 
Paraguayan economy in 1980. For 1981, the Embassy estimates that 
Paraguay's overall balance of payment will record a surplus of about 
$155 million, equal to that of 1980, and that foreign exchange reserves 
will reach $920 million by the year end. 


Inflation: Paraguay Learns to Live With It 


In recent years, Paraguay has coped with inflation about as well as 
the United States, which is to say, not too well, but incomparably 
better than its neighbors and chief trading partners, Argentina and 
Brazil. The Central Bank's Consumer Price Index is based on the 
market basket of a working-class Paraguayan and has not been revised 
since 1964. The Central Bank is engaged in an intensive review of the 
Index to make it more accurately reflect current spending patterns. 
According to that Index, the cost of living rose 28 percent in 1979 
and 22 percent in 1980. Embassy looks for a rise of 15 percent in 
1981. Increases in the minimum wage are related to increases in the 
bank's Consumer Price Index. Labor groups are quite critical of the 
inadequacies of the Index and of the minimum wage level, but to a 
great degree the periodic increases have provided a pressure valve and 
helped lower income groups to live with inflation, however unsatisfac- 
torily. 


Hydroelectric Projects: ItaipG Surging Ahead, Yacyreta Lagging 


The basic spur for Paraguayan prosperity and the keystone for optimism 
about the future of the economy is the development of the hydroelectric 
potential of the Parana river, along Paraguay's eastern frontier with 
Brazil and Argentina. Construction of Itaipi, a massive project which 
will have a generating capacity 25 percent larger than the United 
States' single largest hydroelectric dam, is being pushed vigorously 

by the Brazilians whose need for the vast energy it will produce 
dictates that there be no delay in getting the first turbine into 
operation in 1983. Paraguay pays no part of the cost of construction 
but has benefitted to the extent of about $250 million annually from the 
sale of goods and services to the project and is entitled to 50 percent 
of the energy to be produced. Itaipi has also been a stimulus to land 
investment and the expansion of banking and financial services in 
Paraguay. Yacyreta, a second large project on the Parana with the 
Argentines, has been held up by a deadlock over the award of the 
construction contract for the main civil works. The previous Argentine 
administration failed in its efforts to resolve the issue before 
leaving office in March,and the present administration in the time it 
has been able to devote to Yacyreta in the face of its other crises has 
not achieved an accord with Paraguay on the issue. 
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Energy generation from Itaipi will begin in 1983 but significant 
earnings from sale of power to Brazil will not be seen until Itaipé 
approaches full production a few years later. Brazil wants and neeas 
all the power that ItaipG will generate and the agreement signed 
between the two countries is heavily biased toward the sale of 
Paraguay's 50 percent share of electricity and against its use 
domestically. 


Need for Continued Infrastructure Projects 


The last three decades have seen an enormous transformation in Paraguay. 
In 1950 there were no paved roads outside of Asunci6n and those living 
outside of the immediate environs of the capital or not within close 
proximity to the rivers or to the antiquated railroad were effectively 
outside of the money economy. A sizeable road network has been built 
but there are still many routes which need to be improved to bring 
more areas within the national economy. The need for river ports, 
interior airports, bridges across the Paraguay and Parana rivers and 
expanded electrification add up to a lengthy agenda for further 
government construction. There is also an ambitious plan to build a 
new railroad connecting with Brazil which would give Paraguay a rail 
outlet to the Atlantic at Paranagua. 


Unfortunately, except where U.S. products have unique advantages or 
where bidding has some measure of control by an international lender, 
American companies have not done well on public sector projects in Paraquay. 


In the Embassy's view, presently contemplated changes in the Foreign 
Corrupt Practices Act would not be enough to make U.S. firms 
competitive for public sector projects, except for those involving 
International Financial Institutions. 


Implications for the United States 


The Paraguayan market, while small, is still an attractive one for 
U.S. business, since it is open, basically laissez faire and increas- 
ingly prosperous. American products enjoy a good reputation for 
quality. Products from the United States account for about ten 
percent of Paraguay's imports, with machinery, cigarettes, and 
transportation equipment the most important. 


U.S. products are doing well in Paraguay's current boom. The United 
States has supplied virtually all of the heavy construction equipment 
at ItaipG and further hydroelectric power development should provide 
an excellent market for continued sales of U.S. equipment. There is 
an across-the-board demand for almost all consumer products and U.S. 
capital equipment is in a much better competitive position than it has 
been for years. In the table on page 2 we give import-export figures 
based on Paraguayan statistics in order that the U.S. share can be 
compared to the total trade of the country. These statistics under- 
state the amount of goods imported from the United States, because of 
unregistered trade and widespread under-invoicing. 
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During the past four years there has been a noticeable increase in the 
number of visitors at the Embassy and inquiries from businesspersons, 
nationals and foreign, resident in Paraguay trying to obtain U.S. 
equipment and goods, including consumer goods. Also, a marked 
increase of Paraguayan travellers to the United States since 1978 
prompted by the same reasons and facilitated by the beginning of 
service to Miami by the Paraguayan national airline has stimulated 
demand for all types of U.S. consumer goods. The number of Paraguayan 
businesspersons requesting U.S. visas is also increasing. These 
travellers go to the United States to personally effect purchases of 
not only various types of equipment, but also of some raw materials 
which for decades have traditionally been purchased in Europe and more 
recently from Brazil and Argentina. While most of Fortune's 500 are 
already represented in Paraguay the Embassy believes that opportunities 
are open in Paraguay for additional U.S. products. 


There is no doubt about the current dynamism of the Paraguayan market. 
Areas of potential investment include agro-industry and hotels. The 
upgrading and processing of Paraguay's agricultural production is still 
a good field for investment, as is land development. The buoyant state 
of the economy provides opportunities to export a wide variety of goods 
to Paraguay. The government is seeking to promote construction of 
fertilizer and paper plants, all of which would need equipment. A 
number of vegetable oi] plants are being planned. There is a market 
for large land-clearing and logging equipment and for medium and heavy- 
duty trucks to transport lumber and agricultural products. Represen- 


tative of the broad range of opportunities are cotton ginning equipment, 
graphic arts equipment and supplies, micro-computing hardware and 
software, poultry and dairy equipment, transportation equipment, 
woodworking equipment, radio and television broadcasting equipment, 
aviation support equipment, medical equipment, electrical transmission 
equipment, and central home air conditioners. 


*% U. S, GOVERNMENT PRINTING OFFICE: 1981—341-007/438 





